
 

Page 1 

Board Paper (to Treasury Sub Committee) 

May 2015 

Title: Debt Restructure Proposal 
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Purpose 

This paper outlines a proposal to restructure the OWL debt to reduce the interest rate risk 

associated with the current structure and reduce OWL’s current weighted average cost of 

capital.  

The proposal re-structures the debt to be in line with the recently drafted OWL Treasury 
Policy. 

This paper seeks the endorsement of the Treasury Sub-Committee. 

Note that Board approval is required for the component of 10 year debt proposed. 

Background 

OWL has recently drafted a Treasury Policy which has been generally accepted by the 

Board – specifically, the interest rate framework did get the endorsement of the Board. 

The Treasury Policy establishes a framework for structure and management of the 

company’s long-term debt and also outlines the role of the Treasury Sub-Committee and 
CEO in relation to treasury activities.  

OWL’s current Swap structure needs to be reviewed to meet the framework guidelines 

within the Treasury Policy. The current structure has a large proportion of the company’s 

interest rate cover (swaps) maturing within a single year ($21.6m (65.6%) in 2019) which is 
inconsistent with the Treasury framework and increases OWL’s exposure to sudden 

changes in interest costs. The Treasury Policy framework is aimed at establishing a rolling 

hedge book where moderate tranches of debt are rolled forward on a regular (typically two 

year) basis with interim adjustments where conditions warrant change. 

The current global finance conditions, with a very flat yield curve, favour shifting some 

existing debt to longer term to take advantage of the historically low rates. This will also 

have the benefit of an immediate improvement in cash flows as the overall cost of capital is 

reduced. It also reduces the concentration exposure discussed above. 

OWL has previously received proposals from ANZ for restructuring the debt (since October 

2014). Some advice was sought on the bank’s proposal and it was subsequently agreed to 

concentrate on the development of a Treasury Policy and then to review the debt structure 

under the policy. 

Crowe Horwath have been engaged to assist with the policy development and also with 

advice on the debt restructure. We have received advice from Crowe Horwath on a 

recommended debt structure. This recommendation is the result of interaction between all 

three parties – ANZ, Crowe Horwath and OWL – in which several options were considered.  
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Restructure Proposal 

The proposal is summarised below (refer attached 4th May letter from Crowe Horwath). 

 

 

 

Amount Term Rate

25.9% $8,531,577 Floating 3.68%

8.5% $2,800,000 23/09/2015 5.10%

32.8% $10,800,000 7/01/2019 7.15%

32.8% $10,800,000 2/04/2019 7.26%

$32,931,577 6.11%

Current Structure

5% of debt extended out to 10yrs

20% of debt extended out to 7yrs

10% of debt comprising the remainder ($2,567k) of the $10.8m, April 2019 Swap

 and partial ($726k) of January 2019 Swap extended to May 2020 (5 years). 

So 53% of the 2019 maturity has been split into 3 new maturities.

Amount Term Rate Saving vs Current 7.26%

25.9% $8,531,577 Floating 3.68%

8.5% $2,800,000 23/09/2015 5.10%

30.6% $10,073,950 7/01/2019 7.15%

10.0% ** $3,293,157 2/05/2020 6.68% 0.56% $18,301.65

20.0% $6,586,315 2/05/2022 5.99% 1.27% $83,646.20

5.0% $1,646,579 2/05/2025 5.54% 1.72% $28,321.16

$32,931,578 5.72% $130,269.01

** (this is a combination of ex 7.26% and 7.15% money)

May Proposal
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Discussion 

The proposed restructure involves a ‘blend-and-extend’ process which primarily spreads 

one of the existing $10.8m swaps out over three new maturities.  

Alternative mechanisms for achieving this restructure have been considered. These include 
breaking the swap and establishing new swaps and forward start swap options. The way 

these options are derived are essentially ‘present-value equal’ but present different cash 

flow scenarios. The ‘blend-and-extend’ provides a front end cash flow benefit with the trade-

off being (if rates are to remain at the current prediction) of a period (beyond 4 years) where 
the interest rates are slightly higher than they would be if the Swap was retired and 

renewed.  

I believe the shorter term cash flow advantage is consistent with OWL’s current situation 

where short term revenues are expected to be down with lower generation revenue and we 
would prefer to maintain (not increase) water charges to shareholders following the drought 

season just experienced. 

The proposed restructure does include some debt (5%) being set out at 10 years.  I have 

suggested to Crowe Horwath that a longer period like this is reasonable for OWL given the 
nature of our business and assets.  Under the Treasury Policy, any placement beyond 7 

years requires Board approval and it is suggested that this aspect be tabled at the earliest 

opportunity with the Board. 

The debt structure will be regularly reviewed – at least quarterly – and further adjustments 
will be recommended if considered prudent. The next significant milestone is the roll off of 

Kakahu’s $2.8m swap in September this year. It is anticipated that re-fixing some of this 

amount will be suggested if the current medium and long term swap rates prevail. In the 

meantime, I do intend to consider Kakahu’s debt more specifically (within OWL’s overall 
framework) as the Kakahu portfolio is all set on short term (less than one year). 

Conclusion and Recommendation 

A proposal for restructuring OWL’s debt has been recommended by our advisers, Crowe 

Horwath, after discussion between ANZ, OWL and Crowe Horwath.  

The proposal addresses a high concentration of interest rate cover maturing in a single year 

and results in a more balanced structure consistent with the objective of the Treasury Policy 

to move to a rolling hedge book structure. The restructure will be effected by a ‘blend-and-

extend’ mechanism which provides some short term cash flow advantages (~$130k per 
annum)  

The proposal includes placing a component (5%) of the debt on a 10 year swap. Board 

approval is required for this component.  

It is recommended that the proposal to restructure OWL’s debt be accepted, subjectto 
Board approval of the 10 year component. 

 

 

 

 

Tony McCormick  Attached: 
Chief Executive  Letter Report from Crowe Horwath  
5th May 2015  4th May 2015 
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4 May 2015  

 

Tony McCormick (CEO) 

Opuha Water Limited 
875 Arowhenua Road 
RD 4 
TIMARU 7974 

 

Dear Tony 

Re: Rate Review 

Pursuant to our instructions, as set out in our engagement letter dated 6 March 2015, please find our 

comments on the rate review for Opuha Water Limited (OWL or the Company).  Our comments are 

based upon our discussions with ANZ Bank New Zealand Limited (ANZ), the Company’s bank. 

Our report is subject to the disclaimers set out in our engagement letter and the restrictions set out at 

the end of this report. 

Background 

 OWL has a draft treasury policy (the Treasury Policy) which has been reviewed and generally 

accepted by the board of directors (the Board).  We understand that the Treasury Policy has 

yet to be formally approved by the Board. 

 Our recommendation is based on the assumption and understanding that the Treasury Policy 

we sighted will be approved.   

 Our comments are only in relation to OWL’s Interest Rate Risk and the implementation of a 

rolling hedge book in line with the proposed Treasury Policy. 

Comments: 

ANZ’s research opinion is that: 

“Now is an opportune time for clients to review their interest rate hedging needs, and 

to execute any required additional hedging.  The yield curve is extremely flat, with 

the “cost to hedge” (difference between term rates and floating), minimal.”  

 The current SWAP structure needs to be reviewed to meet the needs outlined in the Treasury 

Policy.  Ideally OWL would not want to be in a position where such a large amount of debt 

matures at once we support the decision to take advantage of the current yield curve to begin to 

implement a rolling hedge book. This has the benefit of an immediate improvement in cash 

flows as OWL moves into lower rates. It also reduces the concentration exposure, where 65% 

of the debt is maturing in 2019.  
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 If rates remain the same or fall, the potential opportunity cost for OWL would effectively have 

crystallised the current OTM (out of the money) proportion of the SWAP it is looking to blend 

and extend.  

 Market expectation that the Reserve Bank of New Zealand (RBNZ) is 50/50 on a cut and that 

cut would be small (it needs to be noted that only the floating 34% of the debt will benefit from 

that).  

 ANZ’s commentary in that regard is: 

“We [ANZ] believe the barrier to rate cuts remains high, and the real risk to interest 

rates is not so much in the next 1-2 years, but in the long end (3 years plus)- 

especially if we see a sustained recovery in the US and Europe.” 

 The flat yield curve (noting the longer end of the curve is more volatile).  

 The desire to reduce interest rate risk through a rolling hedge (maturity variance). 

Current Structure 

% of Debt Amount Term Rate 

25.9% $8,531,577 Floating 3.68% 

8.5% $2,800,000 23/09/2015 5.10% 

32.8% $10,800,000 7/01/2019 7.15% 

32.8% $10,800,000 2/04/2019 7.26% 

100.0% $32,931,577   6.11% 

Proposed Structure 

 The following proposal to blend and extend:  

o 5% of the April 2019 SWAP into a new 10 year SWAP,  

o 20% of the April 2019 SWAP into 7 year SWAP. 

o Move the remainder of the April 2019 SWAP and partially move the January 2019 

SWAP into a new 5 year (10%) SWAP.  

 This will provide cash flow and risk mitigation benefits, and is in line with the Treasury Policy 

(although noting a 10 year SWAP requires Board approval). 

% of Debt Amount Term Rate 

25.9% $8,531,577 Floating 3.68% 

8.5% $2,800,000 23/09/2015 5.10% 

30.6% $10,073,950 07/01/2019 7.15% 

10.0% $3,293,157 02/05/2020 6.68% 

20.0% $6,586,315 02/05/2022 5.99% 

5.0% $1,646,579 02/05/2025 5.54% 

 
$32,931,578 - 5.72% 
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 The new SWAP structure reduces the Average rate from 6.11% to 5.72%. 

 This is a 39 basis point saving, which is equal to $130,269 per annum on debt of $32,931,578 in 

today’s money. 

Note these rates are exclusive of your 1.5% Credit Margin. 

 
The 10 year SWAP is currently outside the Treasury Policy, and will require Board approval.  Ideally, 

we would not look at a 10 year SWAP, but given the asset life, the current flat yield curve and the 

current hedge structure being a risk with the $21.6M maturing in 2019, we consider it the most 

effective way to begin to implement the strategy. 

Other key items to be reviewed 

1. The Board has not yet decided on whether it will implement a IAS39 Compliant Hedge Policy. 

Therefore, the recommendations are based on the assumption that OWL’s Board is happy to 

continue to report under IFRS rules. 

2. The “Blend and extend” action and how that is treated in your annual financial accounts will 

require a separate opinion.  As discussed, we will provide that advice separately and attach that 

for your consideration. 

3. The Treasury Policy should be finalised and approved. 

4. The status of the Credit Margin should be reviewed to remove ambiguity as to how it is set. 
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Credit Margin 

In the committed term sheet, it reads that the margin offered is for the term of the facility. 

For example: 

Facility Term Margin 

3 years 1.45% per annum 

5 years 1.50% per annum 

10 years 1.65% per annum 

You have elected to take the 5 year facility margin. 

However, in the facility agreement, there are two key components that negate that decision: 

1. (7) the facilities are subject to annual review.  The next review date is September 2015.  It 

is unclear what the annual review is for. 

2. Under the $34.5M facility, the margin of 1.5% is set at the sole discretion of the bank and 

may be amended at any time by the bank. 

Therefore, this is an important consideration when looking at the “effectiveness” of SWAPS.  While 

you may have a SWAP in place to protect you against the base indicator (BKBM), it would not protect 

you if the bank increased the margin. 

We draw your attention to the recent Commerce Commission case against the banks
(1)

, as this is what 

ANZ, Westpac, and ASB did, following the GFC. 

It also raises the question of the gain of locking in a 5 year facility margin or 3 year facility margin, 

when there appears to be no actual benefit of “certainty” to the company. For example, if the floating 

margin is 1.25% that would be an opportunity cost of around $82,000 per annum. 

It is unclear if  there is inconsistency between the committed term sheet and the facility agreement, 

and which one is superior.  That may answer the question.  

We recommend that you seek clarity on this issue in writing from the ANZ, so you clarify the actual risk 

being taken. Given the longevity of the financial instruments being applied, the removal of any 

ambiguity is important when reviewing decisions in the future. 

Yours sincerely 

Crowe Horwath (NZ) Limited 

 

 

 

Hayden Dillon 

Managing Principal - Hamilton 

Phone +64 7 834 8241 

Mobile +64 29 914 5190 

Fax +64 7 838 2181 

Email hayden.dillon@crowehorwath.co.nz 

 

 

                                                      

(1)
  http://www.comcom.govt.nz/fair-trading/interest-rate-swaps-2/irs-anz-settlement 

mailto:hayden.dillon@crowehorwath.co.nz
http://www.comcom.govt.nz/fair-trading/interest-rate-swaps-2/irs-anz-settlement
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Disclaimer 
 

This report is confidential and is subject to the restrictions on use specified in our engagement letter. 

No party other than OWL is entitled to rely on this report for any purpose whatsoever and we accept 

no responsibility or liability to any other party in respect of the contents of this report. 

 

Although our report makes reference to accounting standards, our report does not constitute an audit, 

review or any other form of assurance and should not be construed as such.  The author of this report 

is not an authorised financial advisor and none of our analysis should be construed as financial or 

investment advice. 

 

This report has been prepared by Crowe Horwath with care and diligence.  However, except for those 

responsibilities which by law cannot be excluded, no responsibility arising in any way whatsoever for 

errors or omissions (including responsibility to any person for negligence) is assumed by 

Crowe Horwath, its Principals, employees or consultants for the preparation of this report. The 

absolute limit of Crowe Horwath’s liability, regardless of the form of action, shall be an amount equal to 

the fees and expenses actually received in relation to the engagement. 

 

Crowe Horwath (NZ) Limited is a member of Crowe Horwath International, a Swiss verein. Each 

member firm of Crowe Horwath is a separate and independent legal entity. Crowe Horwath (NZ) 

Limited and its affiliates are not responsible or liable for any acts or omissions of Crowe Horwath or 

any other member of Crowe Horwath and specifically disclaim any and all responsibility or liability for 

acts or omissions of Crowe Horwath or any other Crowe Horwath member. 
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